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Peruvian Stand-By Arrangement with the Fund 


The Government of Peru has entered into a new 
stand-by arrangement with the International Monetary 
Fund which authorizes drawings of up to $13 million 
during the next 12 months, for purposes of exchange 
stability. Also, Peru’s one-year stabilization credits of 
$17.5 million with the U.S. Treasury and $17.5 million 
with three U.S. private banks have been renewed. 

Peru has maintained annual stand-by arrangements 
with the Fund, the U.S. Treasury, and certain private 
banks since February 1954. The first arrangements 
with both the Fund and the U.S. Treasury were for 
$12.5 million; in February 1958, the arrangement with 
the Fund was increased to $25 million and that with 
the U.S. Treasury was raised to $17.5 million. Peru’s 
first drawings from the Fund were made in the last 
quarter of 1958; they now total $12 million. 


Increase in U.S. 


Testifying before the House Banking and Currency 
Committee on March 3 on behalf of legislation to 
increase the U.S. quota in the International Monetary 
Fund and the U.S. subscription to the capital of the 
International Bank for Reconstruction and Development 
(see this News Survey, Vol. XI, p. 267), Mr. Robert B. 
Anderson, the Secretary of the Treasury, said that the 
Fund and the Bank have played major and successful 
roles in fostering sound financial policy and promoting 
economic development. In carrying out their policies 
in accordance with their Articles of Agreement, they 
also have been fulfilling some of the important objec- 
tives of the United States in foreign financial and eco- 
nomic policy. The increases now recommended for the 
United States, together with the proposed increases in 
the subscriptions and quotas of the other members, 
should be sufficient to permit these bodies to continue 
their useful work in the foreseeable future. 

Mr. Anderson said that, in simple terms, the Fund is 
a short-term credit institution which assists the mone- 
tary authorities of the member countries to carry out 
sound financial policies. Fund advances are repayable 
in three to five years at the outside limit. The presently 
outstanding drawings are within these limits, almost all 
earlier drawings having been repaid. The Fund's 
resources in gold, dollars, and other leading currencies 
are regarded by the members as a secondary line of 


The assistance to Peru has been designed to support 
that country in its efforts to maintain an orderly 
exchange certificate market substantially free from 
restrictions. It is the Government’s policy to permit the 
certificate rate to fluctuate in response to fundamental 
market trends, intervening only in the presence of 
seasonal or speculative pressures. The Peruvian authori- 
ties are pursuing a program of fiscal and credit measures 
to counteract the harmful effects on the country’s balance 
of payments, during the past two years, of foreign mar- 
keting difficulties and domestic inflationary trends. 


Sources: International Monetary Fund, Press Release, 
and Treasury Department, Press Release, 
Washington, D.C., February 27, 1959. 


Quota in the Fund 


reserves which can be drawn upon, under appropriate 
conditions, to supplement their own reserves of gold 
and foreign exchange at times when they have encoun- 
tered temporary difficulties. The proposed legislation 
involves no change in the method of operating the Fund 
and no change in its policies. What is proposed is to 
give the Fund more adequate resources to attain its 
objectives under present world conditions. 

Since 1944, when they were originally fixed, Fund 
quotas have shrunk greatly in relation to the pressures 
on foreign exchange reserves to which Fund members 
are subjected. According to one simple measure, i.c., 
the percentage of quotas to total imports, the quotas of 
most members are less than 10 per cent of their annual 
imports. In time of need, a country finds that the tem- 
porary assistance it can hope to obtain from the Fund 
is scarcely equal to one month’s imports. This illus- 
trates vividly the need for increased quotas and larger 
total resources if the Fund is to be able to meet large 
and sudden changes in foreign exchange situations, and 
if members are to regard their quotas as reasonably 
adequate second lines of reserves. 

Two developments account for the very great increase 
in the use of Fund resources in the last three years. 
First, a period of acute exchange difficulties began late 
in 1956 with the Suez situation and culminated in the 
exchange crisis of May-September 1957, which led to 
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very large demands on the Fund. In little more than a 
year, dollar drawings amounted to $1.6 billion, and 
stand-by commitments reached almost another $1 bil- 
lion. Second, the Fund has been very active in assisting 
member countries to carry out stabilization programs. 
In these circumstances of severe exchange crisis and of 
monetary and exchange stabilization, the Fund has 
made its resources decisively available. The recently 
widened convertibility of major European currencies 
should facilitate drawings of these currencies. How- 
ever, the Fund’s holdings of gold and U.S. dollars will 
continue to be the most essential elements in its opera- 
tions. With gold, the Fund can obtain any needed cur- 
rency; and, if a country with a major currency should 
encounter foreign exchange difficulties, it would ordi- 
narily draw dollars from the Fund to carry out support 
operations. 

The Fund must be in a liquid position if it is to 
operate satisfactorily as a second line of reserves for 
its members. The members must have the assurance 
that under appropriate conditions they can count upon 
the Fund to come to their aid when they have balance 
of payments deficits or are undertaking important pro- 
grams of financial and economic stabilization. It can 
never be predicted which country will need the Fund’s 
aid or precisely how much it will need. But the Fund 
must have adequate dollars and other major currencies 
when help is needed, and be ready to act promptly. At 
the present level of these resources, the Fund would not 
be in a position to meet a recurrence of a drain of the 
magnitude that had arisen in 1956-57. The Fund must 
be able to cope with big demands, no matter how 
frequently or how unexpectedly they occur. 

A country seeking to draw on the Fund or to enter 
into a stand-by arrangement beyond the amount of its 
gold payment, Mr. Anderson said, must satisfy the Fund 
about the policies and measures which are expected to 
restore Or maintain its internal and external stability. 
In some instances, for example, where the country has 
need of assistance only to meet a seasonal exchange 
shortage, a simple reaffirmation of existing policies is 
sufficient. But in other cases, where the balance of 
payments difficulties are large and persistent and arise 
from substantial imbalance in the domestic economy 
usually reflected in severe inflation, what is needed is a 


Europe 


European Monetary Agreement 

The European Monetary Agreement Bill, which pro- 
vides for U.K. participation in the EMA (see this News 
Survey, Vol. XI, p. 245), was read a second time in the 
House of Lords on February 10. The Lord President 
of the Council said that, although the European Pay- 
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comprehensive stabilization program, including action in 
the fiscal, credit, and exchange fields. The Fund consults 
closely with any member that requests its advice in 
working out such a program. If an adequate program 
is developed and the member assures the Fund that it 
will be carried out, the Fund will make its resources 
available through a drawing or a stand-by arrangement, 
or both. In some instances, U.S. banks and agencies of 
the U.S. Government have joined in assisting the stabili- 
zation effort, as have also the Organization for European 
Economic Cooperation and some European govern- 
ments. Many examples of this work of the Fund could 
be cited, such as the programs of Argentina, Brazil, 
Chile, France, Haiti, Paraguay, and Turkey. These 
stabilization programs are difficult and complex efforts. 
The Fund, as an international institution, is able to bring 
to bear a degree of objective judgment and to insist on 
rigorous corrective measures in a way which no govern- 
ment could successfully attempt in advising another 
government. The Fund keeps each program under close 
review and consults with the member country as to the 
progress being made. Not all the programs have been 
carried out to the full extent of the original plan. But 
even the least successful have had beneficial results. 
Mr. Anderson described these stabilization activities as 
one of the most important and beneficial parts of the 
Fund’s work. 

If the proposed increases in Fund quotas are agreed, 
the United States will pay $344 million in gold and the 
other members as a group will pay a total of about $900 
million. The rest of the U.S. quota will be held in 
noninterest-bearing demand notes, which will not rep- 
resent a cost to the United States until such time as the 
Fund cashes them. Moreover, when the Fund’s holdings 
of dollars increase as a result of repayments, the Fund 
returns cash to the U.S. Treasury and takes new notes. 
In this way, the cost of U.S. participation in the Fund 
is kept to a minimum. 

The bill proposes that financial provision should be 
made for this increase through a public debt transaction 
in the same way provided by the original Bretton Woods 
Agreements Act. Mr. Anderson concluded by express- 
ing the opinion that it is essential that the Fund should 
have these enlarged resources promptly. 


ments Union had served a very useful purpose, it could 
not have lasted indefinitely. Its real limitation was the 
presupposition of discrimination against the dollar, both 
Canadian and United States. If it were desired to pre- 
serve the British Commonwealth, the United Kingdom 
could not rest content under a situation in which there 
was discrimination in favor of the deutsche mark and 
against the Canadian dollar. 
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During the first accounting period of the EMA, inter- 
national trade was financed almost entirely through the 
exchange markets, with net payments of only $2 million 
from the EMA European fund. The only balances 
brought to account in the monthly EMA settlement 
arose from certain bilateral payments agreements involv- 
ing four countries. 


Sources: The Manchester Guardian, Manchester, Eng- 
land, February 11, 1959; The Times, London, 
England, February 23, 1959. 


U.K. Arbitrage Facilities for Foreign Banknotes 

The Bank of England announced on February 23 
that authorized banks would in future be permitted to 
engage in arbitrage transactions in foreign banknotes, 
the first time that such permission has been granted 
since World War II. Also, the import and export of 
banknotes of countries of the rest of the sterling area, 
which remained restricted when the import of U.K. 
banknotes was freed 12 months ago (see this News 
Survey, Vol. X, p. 274), is now permitted. These con- 
cessions remove virtually all the remaining restrictions 
on dealings in foreign banknotes by authorized banks 
in the United Kingdom. The only limitations remaining 
are those imposed by the overseas countries which still 
restrict the use and import of their own banknotes. 

The introduction of arbitrage facilities for foreign 
banknotes should strengthen considerably the competi- 
tive position of the London market vis-a-vis Switzerland, 
which has held an unchallenged lead in this field since 
the war. During the past three years, when the restric- 
tions on the use of foreign notes in Britain have been 
relaxed sufficiently to allow an appreciable revival of 
dealings, certain City institutions, headed by Brown, 
Shipley & Company, have re-established a market in 
foreign notes. London is the only financial center apart 
from Switzerland whose market in foreign notes com- 
mands international status. 

Source: The Times, London, England, February 25, 
1959. 


U.K. Overseas Credits 


A &5 million loan agreement with the Sudan and a 
£10 million agreement with Pakistan have been signed 
in London. The loans are being extended under Sec- 
tion 3 of the Export Guarantees Act of 1949 and will 
be used to purchase U.K. goods. 


Sources: The Financial Times, London, England, Feb- 
ruary 3 and 28, 1959. 


Sterling Holdings in London of Overseas Countries 

The rise in foreign, particularly European, deposits 
in London, which became so prominent in the third 
quarter of 1958, continued strongly in the final quarter, 
and The Times believes that the rise has continued since 
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the turn of the year. On December 31, 1958, balances 
held in London by residents outside the sterling area 
reached the highest figure since June 1955, reflecting 
an increasing confidence in the pound. 

Total sterling holdings in London on December 31, 
1958 amounted to £3,969 million, of which £623 million 
was held by international organizations. Those held by 
overseas countries were thus £3,346 million, a rise of 
£80 million in the last three months of the year; this 
increase was accounted for by holders in both sterling 
and non-sterling countries, the former rising by £38 
million and the latter by £42 million. The increase in 
London balances held by the sterling area was the first 
quarterly increase since the spring of 1957. While 
earnings from wool and cocoa may have helped to 
rebuild these balances somewhat, the expansion seems 
to suggest two particular trends: that the payments of 
some of the major Commonwealth countries are moving 
into balance again, and that certain balances may have 
reached the lowest possible levels and cannot fall much 
more. 

The further rise in sterling holdings of non-sterling 
countries has to be considered in conjunction with the 
marked recovery in acceptance credits on non-sterling 
account, which rose from £103 million to £119 million 
in the final quarter of last year. This was the first 
increase in these credits (the traditional business in the 
City of London) since the sterling crisis in the fall of 
1957 and suggests that the demands of the London 
market were rising when foreign balances were again 
being increased. Of the fourth-quarter increase of £42 
million in the balances of non-sterling countries, £9 mil- 
lion was accounted for by the dollar area and £22 million 
by OEEC countries. Although the increase in the hold- 
ings of OEEC countries perhaps reflects special arrange- 
ments with the Deutsche Bundesbank, the trend is far 
broader than that; in fact, European balances in London 
now are the highest for some years, and they have 
almost doubled in the past two years. 


Source: The Times, London, England, February 27, 
1959. 


Irish Balance of Trade 

For the year ended December 1958, the excess of 
Ireland’s imports over its exports was £67.2 million, or 
£13.6 million more than for 1957. Imports in 1958 
increased by £12.7 million, or almost 7 per cent, to 
£197.5 million. In the first half of the year, they were 
markedly below imports in the peak year 1955; but in 
the second half, they moved close to the 1955 level. 

The value of exports for 1958 was £130.3 million, a 
reduction of £0.9 million below the 1957 figure. In each 
quarter of 1958, however, exports were greater than in 
the corresponding quarters of 1955 and 1956. 
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External prices in 1958 were more favorable than in 
1957. The increase in the volume of exports that was 
recorded in 1957 was not continued last year; but the 
volume of imports showed a rising trend. However, 
after the normal adjustments of the external trade fig- 
ures to convert them into balance of payments figures, 
Ireland’s current account for 1958 was probably about 
in balance. 

Source: Central Bank of Ireland, Quarterly Statistical 
Bulletin, Dublin, Ireland, January 1959. 


Economic Situation in Belgium 

The recession in Belgium, which had started in mid- 
1957, intensified in the first half of 1958. But beginning 
in the third quarter, industria! activity showed tendencies 
to stabilize, and a number of factors encourage the hope 
that activity will improve in the next few months. Sales 
of consumer goods are on the upgrade, and the trend 
of budget expenditure points to a steady expansion of 
the public sector’s needs for goods and services. 

In the first six months of 1958, over-all industrial 
activity in Belgium was 6.4 per cent less than in 1957. 
The disparity fell to 3 per cent in the third quarter, 
when, however, the comparison was affected by strikes 
in 1957; in the fourth quarter it rose again, to 6.7 per 
cent. Steel, coal, metal products, and textiles have so 
far borne the brunt of the recession. The demand for 
coal declined substantially as a result of further substi- 
tution of oil for coal, lower industrial activity, and 
increased competition of foreign coal. Coal output in 
1958 was some 7 per cent less than in 1957, and unsold 
stocks rose by 5.5 million tons, to some 7 million tons 
by the end of the year. Production of textiles increased 
after May, when it reached its low point for 1958; at 
the end of the year, it seemed to be stabilizing at 85 per 
cent of the output recorded during the prosperity phase 
of 1956-57. 

Influenced by falling world prices, wholesale prices 
declined by nearly 6 per cent in 1958, after having 
remained stable in 1957. Retail prices also showed a 
tendency to decline in 1958, in contrast to increases 
at an annual rate of some 3 per cent in the years 
immediately preceding; this tendency concealed, how- 
ever, the divergent movements of food prices (which 
declined) and prices of services (which continued to 
increase ). 

The index of employment fell steadily from 100.1 
(1953100) in May to 96.7 in August. There was a 
slight recovery in September, but it was less marked 
than in previous years and was not reflected in the 
unemployment figures, which rose steadily until the 
end of the year. The general level of wages has remained 
practically unchanged since last April, although increases 


INTERNATIONAL FINANCIAL NEws Survey, March 6, 1959 


have been granted in the gas, electricity, tramway, and 
milling sectors. 


Source: Kredietbank, Weekly Bulletin, Brussels, Bel- 
gium, January 31, 1959. 


Foreign Securities on the Netherlands Stock Exchange 
The Netherlands Bank announced recently that it 
will again consider applications for the introduction and 
quotation of foreign securities on the Amsterdam Stock 
Exchange. The measure was taken in view of the sub- 
stantial growth in the past year of the gold and foreign 
exchange reserves and the considerable sales of Neth- 
erlands securities to nonresidents. The available surplus 
of security dollars created by exports of securities to the 
United States is expected to be more than sufficient to 

meet the existing demand for foreign securities. 
Source: Nieuwe Rotterdamse Courant, 
Netherlands, February 19, 1959. 


Rotterdam, 


Norway's Balance of Payments 

Preliminary figures on Norway’s balance of payments 
for 1958 show a deficit of NKr 1,282 million (US$179.5 
million) on goods and services account, compared with 
a surplus of NKr 116 million (US$16.2 million) in 
1957. This deterioration is accounted for by a decrease 
of NKr 675 million in net freight earnings of the Nor- 


wegian merchant marine, brought about by the world- 
wide decline in freight rates, and by an increase of 
NKr 1,017 million in net imports of ships, to the record 
figure of NKr 2,151 million. Ships excluded, the trade 
balance (imports c.i.f.) improved by NKr 272 million, 
mainly as a result of better terms of trade. Net income 
from services, excluding net freight earnings, rose mod- 
erately; net receipts from tourism and receipts under 
the NATO common infrastructure and offshore procure- 
ment programs increased, but at the same time there 
was a considerable rise in net interest payments. 
Despite the deficit on goods and services account, 
foreign exchange reserves rose in 1958 by NKr 329 mil- 
lion, to NKr 2,427 million ($339.8 million), owing to 
a major inflow of foreign capital. Recorded capital 
movements show a net inflow of NKr 1,268 million; 
moreover, net errors and omissions, NKr 296 million, 
are believed to represent, to a large extent, a net increase 
in commercial credits received. Of the recorded capital 
movements, NKr 839 million is accounted for by net 
credits received by Norwegian shipowners in connection 
with imports and exports of ships; other long-term 
liabilities, mainly official loans, showed a net increase 
of NKr 149 million. Drawings on government loans 
amounted to NKr 182 million: NKr 125 million was 
raised on the U.S. capital market and NKr 21 million 
in Sweden, and drawings on loans from the International 
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Bank for Reconstruction and Development amounted 
to NKr 36 million. 


Source: Statistisk Sentralbrya, Aktuell Statistikk, Oslo, 
Norway, February 24, 1959. 


Finnish Discount Rafe 


The discount rate limits of the Bank of Finland have 
been reduced from 8 per cent to 72 per cent and from 
642 per cent to 6 per cent, effective March 1. The rates 
are enforced according to the national and social desira- 
bility of the purposes for which loans are sought. 


Italy's Balance of Payments and Exchange Reserves 

Preliminary figures indicate that Italy’s balance of 
payments on current account shifted from a small deficit 
in 1957 to a surplus of some $560 million in 1958. The 
value of imports declined by approximately 13 per cent 
and that of exports remained virtually unchanged; the 
trade deficit of some $440 million was more than 40 
per cent below the deficit for 1957. Net income from 
services, particularly tourism, and from emigrants’ 
remittances rose sharply. There was a marked increase 
of foreign investment in Italy, and the country’s final 
EPU position indicated a small surplus, owing to the 
accumulation of monthly surpluses during the year. 

The gold and foreign exchange reserves, which had 
increased from the equivalent of US$1,101.7 million at 
the end of 1956 to $1,371.5 million at the end of 1957, 
rose further, to $2,207.5 million, by the end of 1958. 
Reserves were then equal to the value of about seven or 
eight months’ imports. Judged by this criterion, only 
three countries—the United States, Switzerland, and 
the Federal Republic of Germany—were in a more 
favorable position than Italy. 

Total currency circulation increased in 1958 by more 
than Lit 150 billion and at the end of the year exceeded 
Lit 2,000 billion for the first time. 

Various measures have been discussed for restraining 
any inflationary tendencies that might arise from the 
increased liquidity created by the expansion of reserves. 
These measures include the application of further 
liberalization to dollar imports, Italian participation in 
the enterprises of other members of the European Eco- 
nomic Community, and the speeding up of public 
investments in Italy by means of increased imports. 
Sources: Neue Ziircher Zeitung, Ziirich, Switzerland, 

January 27, 1959; 24 Ore, Milan, Italy, Janu- 
ary 29 and February 4, 1959. 


Credit Policy in West Germany 

In commenting upon the reduction on January 10 of 
the Bundesbank’s discount rate from 3 per cent to 2% 
per cent, the lowest rate ever recorded in the history of 
German central banking (see this News Survey, Vol. XI, 
p. 223), the Monthly Report of the Bundesbank states 
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that, in the various reductions of the bank rate that 
have been made in recent years, the Bundesbank has 
only made allowance for the course of the market and 
has not forced interest rate reductions by any act of its 
own. If the Bank had not lowered its interest rates, the 
tendencies to greater liquidity would have been strength- 
ened, as the lowering of interest rates elsewhere would 
have caused an inflow of money and capital into Ger- 
many. Even now, certain restrictions on money and 
capital movements are retained because of the fear that 
otherwise such differences as still exist between interest 
rates in Germany and in other countries might attract 
an inflow of foreign money on an undesired scale. 
Without lowering interest rates in Germany and thus 
reducing the differential between rates there and rates 
abroad, the gradual stoppage of the sources of additional 
liquidity inherent in balance of payments surpluses 
would scarcely have been conceivable. 

The problems of foreign trade and payments have 
acquired so much importance that sufficient play ought 
to be allowed to the downward tendencies in interest 
rates so that the compensatory mechanism would be 
able to operate, and other considerations which arise in 
connection with monetary policy have not in any way 
militated against the acceptance of this conclusion. Part 
of the large surpluses on goods and services transactions 
with foreign countries can no longer be regarded as 
temporary. These surpluses cannot now be explained 
in terms of a pull of foreign demand which is the result 
of inflation. Part of them may well continue in the 
future, for the world economy will probably be unable 
to do without the export surpluses of a country so highly 
industrialized as the Federal Republic of Germany. It 
is time gradually to readjust the Federal Republic’s 
financial relations with foreign countries to the inter- 
national creditor position which has for some time been 
unmistakable on the goods side; this means that sur- 
pluses of goods and services should be increasingly 
offset by corresponding exports of money and capital. 

The Monthly Report also states that a consideration 
of the bank rate reduction from the point of view of 
its cyclical aspects affords no ground for objecting to it. 
The fear has been repeatedly expressed that lower 
interest rates might stimulate economic activity too much 
and so endanger price stability. In retrospect, these 
anxieties are seen to have been unfounded. Economic 
activity has continued along the comparatively quiet 
paths which it entered in the middle of 1956; and after 
the price rises of 1957 and early 1958, which were due 
largely to administrative action, had been digested, the 
inherent trend of the market resulted in a stabilization 
and even a slight decline of prices. The reduction of 
interest rates during the last two years has brought a 
solution of the balance of payments problem nearer, 
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without jeopardizing price stability, and has also pre- 
vented a decline in economic activity. Without lower 
interest rates, the Federal Republic would probably not 
have been spared a certain recession. There is little 
reason to fear that the latest reduction of interest rates 
will affect economic activity in an undesirable way. 
The stimulating effect of the reduction is in some meas- 
ure weakened by the simultaneous lowering of the mar- 
ginal earnings on capital. With wage costs rising while 
prices become stable, profit margins are in general 
contracting. In large measure, the reduction of interest 
rates merely offsets other influences which would other- 
wise lead to a decrease of investment. There is at the 
present time a substantial margin for the expansion of 
demand, since some incompletely employed productive 
Capacity is again available. 

Source: Deutsche Bundesbank, Monthly Report, Frank- 

furt am Main, Germany, January 1959. 


German Transactions in Precious Metals 

The last limitations on traffic in uncoined precious 
metals and on domestic transactions in gold and silver 
coins in the Federal Republic of Germany were removed 
by the Ministry of Economic Affairs and the Bundes- 
bank on January 26. The conclusion of contracts for 
the delivery of uncoined precious metals or of gold and 
silver coins in payment for deliveries of goods or serv- 


ices is, however, still not permitted. The Ministry also 
announced that restrictions on the export of precious 
metals and coins would be removed shortly. 


Source: Neue Ziircher Zeitung, Ziirich, Switzerland, 
January 28, 1959. 


Middle East 


Currency Premium for Tourists in Israel 

The Government Tourist Corporation in Jerusalem 
has announced that tourists will shortly receive a 20 
per cent premium on the foreign currency they convert 
into Israel pounds. The effective rate of exchange for 
visitors to Israel will therefore be I£2.160 per U.S. 
dollar, compared with the official rate of 1£1.800. 

The 20 per cent premium will replace the 20 per cent 
discount to which tourists have hitherto been entitled 
on expenditure at approved hotels, shops, and travel 
agencies. The new arrangement means that all tourists 
— instead of only those who stay at approved hotels or 
make their purchases at approved shops—will benefit 
from the 20 per cent premium immediately on chang- 
ing their money into Israel currency. 


Source: The Jerusalem Post, Jerusalem, Israel, Febru- 
ary 23, 1959. 
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United States 
U.S. Foreign Trade and Investments 


Major changes in U.S. international trade and invest- 
ments in 1958 resulted in an excess of payments to 
other countries of $3.3 billion, compared with net 
receipts of about $0.5 billion in 1957. The major reason 
for this change was the decline in merchandise exports 
from $19.3 billion to $16.2 billion. Exports began to 
decline in the third quarter of 1957, but after the first 
quarter of 1958 they remained relatively stable. Trans- 
actions involving payments abroad, such as merchan- 
dise imports and capital outflows, changed little from 
1957 and were not affected by fluctuations in domestic 
business activity. The excess of U.S. payments in 1958 
was more than twice the average during 1950-56 and 
almost as large as in 1950, when international payments 
were influenced by such extraordinary events as the 
devaluation of European currencies in 1949 and the 
outbreak of hostilities in Korea in mid-1950. About 
$2.3 billion of the 1958 net payments of $3.3 billion 
was made in gold—the largest yearly outflow on record. 

The 1958 decline in merchandise exports was due in 
part to a temporary cessation in the expansion of the 
European economies and to excess capacity in such 
basic industries as coal mining, steel production, and 
cotton textiles. The easier supply conditions in Europe, 
which enhanced the competitive position of European 
industry and reduced European imports from other raw 
material producing areas, may have indirectly affected 
U.S. exports to those areas as well. Also important were 
the recessions in Canada and Japan. As in the United 
States, economic recession abroad affected primarily 
the demand for capital goods. The maintenance of U.S. 
imports in 1958 resulted in part from temporary factors, 
one of the most notable of which was the substantial 
increase in imports of meat, fish, sugar, and vegetables, 
resulting from declines in domestic output. 

The increasing competitiveness of foreign producers, 
while serving to reduce U.S. exports, also helped to 
maintain U.S. imports. Foreign producers have increas- 
ingly adapted their products, marketing, and servicing 
techniques to markets including the United States. With 
the easing of supply conditions abroad, delivery periods 
have shortened, and technological advances and price 
differentials have become increasingly important in 
determining the flow of international trade and pay- 
ments. 

The U.S. outflow of private capital in 1958 was about 
$2.7 billion, or $500 million less than in 1957. Direct 
investments declined, while portfolio investments and 
bank loans increased. This development helped to 
lower exports and contributed to a rise in net U.S. 
payments, since direct investments are more closely 
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associated with exports than portfolio investments and 
bank loans. 


Source: Department of Commerce, Survey of Current 
Business, Washington, D.C., February 1959. 


U.S. Duties on Wool Imports and Meat Products 


The U.S. Treasury Department has eliminated the 
6 per cent countervailing duty on imports of wool tops 
from Uruguay, which has been in effect since 1953. 
The action was in response to changes on January 1 
in the Uruguayan exchange rate system, under which 
the export subsidy in the form of a preferential rate 
to exporters of wool tops has been reduced. 

President Eisenhower has announced that a ten-year- 
old tariff concession on canned beef and beef extracts, 
negotiated on behalf of Uruguay, went into effect on 
February 27. The rate on meat extract was reduced 
from 7.5 cents to 3.75 cents per pound, and on canned 
beef from 3 cents per pound but not less than 20 per 
cent ad valorem to 3 cents per pound but not less than 
15 per cent ad valorem. On pickled cured beef and veal, 
the specific rate continues at 3 cents per pound, but the 
ad valorem alternative has been lowered from 20 per 
cent to 10 per cent. The proclamation also rebinds to 
Uruguay concessions on other meat products at 3 cents 
per pound or not less than 10 per cent ad valorem. 
Source: The Journal of Commerce, New York, N.Y., 

March 2, 1959. 


Latin America 


Cuba's Exchange Policy 

In a report to the President of Cuba on the current 
exchange situation of the country, the President of the 
National Bank of Cuba stated that, of the $373 million 
of gold and U.S. dollars held by the Currency Stabiliza- 
tion Fund and the National Bank on December 31, 
1958, $262.4 million was pledged to foreign banks as 
collateral for liabilities contracted by the National Bank 
and by other semiofficial credit institutions. The remain- 
ing free reserves, $110.7 million, were about $60 mil- 
lion less than the amount which the National Bank is 
required by law to hold (see this News Survey, Vol. XI, 
p. 259). 

The present inadequacy of reserves has made it 
impossible to maintain the freedom of exchange to 
which Cuba has been accustomed, and has made it 
necessary to establish a control system over outgoing 
and incoming international payments. However, with 
these controls and budgetary equilibrium, sufficient 
international assets are available to maintain the value 
of the peso without difficulty. Once the immediate crisis 
is over, it will be possible to renegotiate without urgency 
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the short-term debts incurred by the previous govern- 
ment, by canceling part of them and consolidating the 
remainder in long-term obligations so that a consider- 
able part of the reserves now pledged as collateral will 
be freed. There should at the same time be negotia- 
tion for external credits to finance basic works and 
projects which would reduce the pressure on the balance 
of payments, increase Cuba’s capital resources, and 
accelerate development without too large a sacrifice of 
consumption. These credits should be negotiated after 
proper study and not under the pressure of the current 
crisis. 

To overcome the exchange crisis, it is necessary to 
increase the production of export goods and of import 
substitutes. Tariff protection should be increased, not 
only as a long-term policy but as an emergency program 
for securing balance of payments equilibrium, recovery 
of reserves, and the strengthening of the currency. 

Budget deficits should not reappear in Cuba, because 
the honest collection of taxes should raise revenue con- 
siderably, and honest investment of public funds should 
halve the cost of public works. Export prospects are 
good, and revenue from tourists should increase substan- 
tially with the large increase in hotel accommodation 
that has taken place. 

Given the temporary character of Cuba’s exchange 
difficulties, control of payments and receipts is the 
appropriate instrument to overcome them. The sale of 
exchange for pleasure travel and family remittances will 
be restricted, and sales for capital transfers abroad will 
be prohibited. Foreign capital will not be restricted. 
Profits on foreign capital will be controlled only to the 
extent necessary to verify that the remittances corre- 
spond to the amounts earned during the year. Control 
of essential imports will also be limited to the verifica- 
tion of payments actually made. Payments for non- 
essential imports will be. made subject to prior license. 
If these measures do not establish balance of payments 
equilibrium, further restrictions will be applied, starting 
with the highest category of the import classification, 
luxury goods. 

Source: Diario de la Marina, Havana, Cuba, Febru- 
ary 1959. 


Loan fo Mexican Oil Company 

Four U.S. banks—Chase Manhattan Bank, Chemical 
Corn Exchange Bank, Hanover Bank, and Bank of 
America—are participating equally in a $40 million 
loan to Altos Hornos de México, a steel company con- 
trolled by the Mexican Government. The loan carries 
an interest rate of 6 per cent per annum and is guaran- 
teed by Nacional Financiera, the Mexican development 
bank. It will be used to help finance the construction 
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of a 500-mile pipeline for Pemex, the Mexican Gov- 
ernment’s oil enterprise. 


Source: The Wall Street Journal, New York, N.Y., 
March 3, 1959. 


Other Countries 


Gold Production in South Africa 

Gold production in South Africa of 1,520,897 fine 
ounces in December 1958 brought the total for the 
year to 17,665,739 fine ounces, valued at £220 million, 
the highest annual figures on record. There was steady 
expansion throughout the year in the Orange Free 
State and the Far West Rand, where increases in pro- 
duction were more than sufficient to offset a decline in 
the output of the older Witwatersrand mines. The num- 
ber of native laborers was steadier than in most previous 
years, the total at the end of 1958, 329,000, being the 
highest year-end figure on record. 


Source: The Standard Bank of South Africa Limited, 


The Standard Bank Review, London, England, 
February 1959. 


Establishment of Discount Houses in Rhodesia 

Rhodesia is taking another step toward the establish- 
ment of an organized money market; the structure that 
is emerging is much closer to the London pattern than 
that of any other Commonwealth or foreign country. 
Soon after a central bank was set up, two acceptance 
houses, Rhodesia Acceptances and the Merchant Bank 
of Central Africa, were formed with the help of the 
mining companies. It is now announced that a discount 
house is to be formed, following the precedent in the 
Union of South Africa where the Anglo-American Cor- 
poration set up a discount house to complement its 
Union Acceptances (see this News Survey, Vol. X, 
p. 224). Following the usual practice of discount 
houses in London, however, the discount house pro- 
posed for Rhodesia is to be independent of the accept- 
ance houses. One fifth of the capital of £100,000 of 
the Discount Company of Rhodesia is being supplied 
by Gillett Brothers, a discount house in London; the 
remainder is being supplied by leading Rhodesian invest- 
ment houses and by British and South African insur- 
ance companies operating in Rhodesia. 
Source: The Economist, London, England, January 31, 

1959. 


Jamaican Loan 


The Government of Jamaica has issued on the New 
York market a $12.5 million loan comprising $10 mil- 
lion of 5% per cent sinking fund bonds due March 1, 
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1974, priced at 95% per cent of par, and $2.5 million 
of 5% per cent serial bonds due from 1960 to 1964, 
priced at an average of 99.1. 

Proceeds from this loan—the first long-term loan 
raised by the Jamaican Government on the New York 
market—will be used to finance various projects in the 
Government’s ten-year development plan. Among 
sources of funds for repayment of the loan are the 
Island’s large bauxite deposits owned by U.S. and 
Canadian companies. 

Sources: The Wall Street Journal, New York, N.Y., 
February 5 and 26, 1959. 


Fund Transactions 


The record of Fund transactions in December 1958, 
published in the March 1959 issue of /nternational 
Financial Statistics, shows that the following purchases 
were made under stand-by arrangements: Chile $1.6 
million, Nicaragua $1.9 million, and Peru $5.0 million. 
Burma repurchased $3.0 million of the $15.0 million 
of kyats with which it had purchased dollars in 
March 1956; Colombia (which had purchased $10.0 
million in May 1958 under a two-year stand-by arrange- 
ment agreed in June 1957 and renewed in June 1958) 
repurchased pesos equivalent to $5.0 million and thus 
raised to $20 million the amount available under its 
stand-by arrangement; and Israel repurchased the $3.8 
million of Israel pounds with which it had made a 
purchase of dollars in May 1957. 


Stand-by arrangements of one year were agreed by 
the Fund with Argentina ($75 million) and Pakistan 
($25 million) in December 1958. The stand-by 
arrangement with Bolivia ($3.5 million) was extended 
until the end of January 1959, and that with the United 
Kingdom ($738.53 million) was renewed for one year. 


International Financial News Survey, written by mem- 
bers of the staff of the Fund, is based on material 
published in newspapers, periodicals, official documents, 
and other publications as cited at the end of each note. 
Explanatory material may be added, but no Fund 
editorial comment or opinion. Therefore any views 
expressed are taken from the sources quoted and are not 
necessarily those of the Fund. 

The News Survey is published weekly, except in the 
Christmas and New Year weeks. It may be obtained free 
of charge by applying to 
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